
STATE OI' MW YORK

STATE TAX COMMISSION

I n t a t te r  o f  the  Pet i t ion
o f

Indus t ra lease Automated & Sc ien t i f i c  Equ ipment  Corp .

fo r  Redeterminat ion  o f  a  Def ic iency  or  a  Rev is ion  o f
a Determinat ion or a Refund of Corporat ion Franchise
Tax under  Ar t i c le  9A o f  the  Tax  law fo r  the  F isca l
Y e a r s  E n d e d  2 1 2 9 / 7 6  &  2 / 2 8 1 7 7 .

AFFIDAVIT OF MAITING

State of New York
County of Albany

Connie Hagelund, being duly sworn, deposes and says that she is an
employee of the Department of Taxat ion and Finance, over 18 years of age, and
tha t  on  the  9 th  day  o f  September ,  1983,  she served the  w i th in  no t ice  o f
Decision by cert i f ied mai l  upon Industralease Automated & Scient i f ic Equipment
corp . ,  the  pe t i t ioner  in  the  w i th in  p roceed ing ,  by  enc los ing  a  t rue  copy
thereof  in  a  secure ly  sea led  pos tpa id  wrapper  addressed as  fo l lows:

Indus t ra lease Automated & Sc ien t i f i c  Equ ipment  Corp .
Att :  Theodore J.  Cohen
3000 Marcus  Ave.
L a k e  S u c c e s s ,  N Y  1 1 0 4 0

and by  depos i t ing  same enc losed in  a  pos tpa id  p roper ly  addressed wrapper  in  a
(pos t  o f f i ce  o r  o f f i c ia l  depos i to ry )  under  the-  ex i lus ive  care  and cu i tody  o f
the United States Postal  Service within the State of New york.

That deponent further says that the said addressee is the petit ioner
herein and that the address set forth on said rdrapper is the last known address
of  the pet i t ioner .

day of  September,  1983
Sworn  to  be fore  me th is

0A:'li5 I'UXS1J,1I.IT T0 TAX LAW
sncTrOIt t ?4



STATE OF NEW YORK
STATE TAX COMMISSION

ALBANY,  NEW YORK 1?227

September 9,  1983

Industralease Automated
At t :  Theodore J .  Cohen
3000 Marcus Ave.
Lake Success,  NY 11040

& Scient. i f  ic Equipment Corp.

Gentlemen:

P lease take  no t ice  o f  the  Dec is ion  o f  the  SLate  Tax  Commiss ion  enc losed
herewith.

You have now exhausted your r ight of  review at the administrat ive level.
Pursuant  to  sec t ion(s )  1090 o f  the  Tax  Law,  any  proceed ing  in  cour t  to  rev iew
an adverse decision by t .he State Tax Commission can only be inst i tuted under
Art . ic le 78 of the Civi l  Pract ice Law and Rules, and must be commenced in the
Supreme Court of  the State of New York, Albany County, within 4 months from the
date  o f  th is  no t ice .

fnquir ies concerning the computat ion of tax due or refund al lowed in accordance
wi th  th is  dec is ion  mav be  addressed to :

NYS Dept. Taxation and Finance
Law Bureau - l i t igation Unit
Building l/9 State Campus
Albany, New York 72227
Phone # (518) 457-2070

Very t ru ly  yours,

STATE TAX COMMISSION

cc:  Taxing Bureau's  Representat ive



STATE OF NEW YORK

STATE TAX COMMISSION

In  the Mat ter  of  the Pet i t ion

o f
:

INDUSTMLEASE AUTOMATED & DECISION
SCIENTIFIC EQUIPMENT CORP. :

for Redeterminat ion of a Def ic iency or for :
Refund of Corporatlon Franchise Tax under
Art ic le 9-A of the Tax Law for the Fiscal Years :
Ended February 29, 1976 and February 28, 1977.

:

Pet i . t ioner,  Industralease Automated & Scient i f ic Equipment Corp.,  Attn:

Theodore J.  Cohen, 3000 Marcus Avenue, Lake Success, New York 11040, f i led a

pet i t ion for redeterninat i .on of a def ic iency or for refund of corporat lon

franchise tax under Art ic le 9-A of the Tax Law for the f iscal  years ended

February  29 ,  1976 and February  28 ,  1977 (F iLe  No.  28480) .

A formal hearing was held before Dennis M. Gal l iher,  Hearing Off icer,  at

the off ices of the State Tax Conrmission, Two World Trade Center,  New York, New

York ,  on  March  7 ,  1983 a t  1 :40  P.M. ,  w i th  a l l  documents  to  be  subn i t ted  by

Apri l  11, 1983. Pet i t ioner appeared by i ts Financial  Vice President and

General Counsel,  Theodore J.  Cohen, Esq.,  and by i ts Vice President and Control ler

Stanley Newman. The Audit  Divis ion appeared by John P. Dugan, Esq. (Wil l ian

F o x ,  E s q . ,  o f  c o u n s e l ) .

ISSUES

I. Whether the Audit  Divis ion properly required the pet i t loner to add

back interest expense deducted in the computat ion of ent i re net income as

interest paid to stockholders.

I I .  Wtrether l iabi l i t ies deducted by pet i t ioner in computing total  capltal

were current l iabi l i t ies for New York State franchise tax purposes.



I I I .  Whether

New York so as to
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pet i t ioner  mainta ined a regular  p lace

be ent i t led to a l locate i ts  business

of  business outs l -de of

income and capi ta l .

FINDINGS OF FACT

1. On November 9, L979, the Audit  Divis lon issued to pet i t ioner,  Industra-

lease Automated & Scient i f ic Equipment Corp.r  tno not ices of def ic iency assert ing

addit ional tax due in the amount of $4,028.00 for the f iscal  year ended February 29'

1976 and $4 ,678.00  fo r  the  f i sca l  year  ended February  28 ,  L977,  p lus  ln te res t

for each year.

2. Attached to each of the above not l-ces of def ic iency l ras a Statement of

Audit  Adjustrnent,  also dated November 9, I979, providing an explanat ion of the

asser ted  de f ic ienc ies  as  fo l lows:

t r I f ]a i lu re  to  rep ly  to  our  cor respondence o f  9 /12 /79  requestLng
data as to interest paid on indebtedness owed stockholders, c laim for
business al locat ion, and current l iabi l i t ies deducted in computat lon
of capital  .  t t  .

3.  The def ic iencies herein were issued as est imated def ic iencies computed

on the basis of pet i t ionerts New York State Corporat ion Franchise Tax Reports

(Forms CT-3) as ( t iurely) f i led by pet i t ioner for each of the f iscal  years at

issue. Pet i t ionerts representat ive noted that the dol lar amounts of the

def ic iencies, as computed, are not at issue, but rather l t  ls the basis upon

which such computat ions are premLsed that pet i t ioner chal lenges.

4. Petitioner was incorporated under the laws of New York State on

December 1, L967 and began doing business on the same date. Pet i t ioner is

engaged in the busi-ness of leasing equipurent (tanglble personal property such

as  hosp i ta l  equ ipment ,  fu rn i tu re  and f i x tu res ,  e tc . ) .  In  essence,  pe t i t ioner

provides a method of f inancing for business and conmercial  users of var ious

types of equipment.
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5. The method by which pet i t ioner conducts i ts business is as fol lows:

a) a broker or other business organlzat ion seeking to lease or acquire

equipment contacts petitioner and describes in detail the specific equip-

.  ment neededl

b) pet i t ioner thereafter evaluates the potenLial  lessee's credit  and,

assurning credit  worthiness, sets the terms of and enLers into a lease

agreement for the equipment;

c) pet i t ioner then issues i ts purchase order for the equipment specif ied,

and also applies to a bank for a loan covering Lhe amount of the purchase

order I

d) the equipment is del ivered direct ly to Lhe lessee and, after

sat isfactory del ivery and qual i ty of the equipnent is establ ished, pet i t ioner

pays (or causes the bank to pay) the vendor;

e) pet i t ioner retains ownership of the equipment and claims depreciat ion

expense on it, while the lessee uses the equipment and makes monthly

payments to pet i t ioner during the term of the lease (the leases vary in

length from 12 to 84 months);

f )  pe t i t ioner ,  in  tu rn ,  repays  i t s  loan(s )  to  the  bank(s ) .

6. Pet i t ioner is a whol ly-owned subsidiary of Industralease Corporat ion.

Pet i t ioner incurs interest expense on i ts loans from banks and f inancial

inst i tut ions, and introduced copies of bank memoranda in support  of  al l  interest

expense claimed as a deduct ion on i ts tax reports.  No interest was paid by

pet i t ioner to i ts stockholder parent dur ing the f iscal  years at issue.

7. Pet i t ioner conducts i ts business in twenty-one di f ferent states and

a lso  in  Wash ing ton ,  D.C. ,  and in  n ine  o f  these ju r isd ic t ions  (no t  iad iv idua l l y

specif ied) maintains registered agents who accept mai l  and service of ( tegal)
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process on pet i t ioner.  Pet i t ioner pays these agents a fee for such services.

The agents rent of f lce space, and pet i- t ioner is not l iable for the rent on such

space nor does pet i t ioner otherwise maintain any off ice space for i tsel f  (or

for i ts registered agents) in these other jur isdict ions. These agents operate

as independent contractors and do not perform services solely for pet i t ioner.

8. Pet i t ioner had no employees stat ioned outside of New York, al though on

occasion an ernployee would travel outside of New York in order to consumate a

transact i -on.

9. Petitioner does not maintaln warehouse space anywhere for the equlpment

it owns, nor does it maintain an inventory of equipment. At the end of each

lease term pet i t ioner has, under the contracts i t  uses, the r ight to demand

that the lessee ship the equlpment anywhere in the United States as the petltloner

may direct.  Pet i . t ioner thus, at  l ts opt ion, can direct the lessee to ship the

equJ-pment to a neht lessee or to a purchaser of the (used) equipment, or as

often happens, can use the shiprnent clause as an lnducernent to cause the lessee

to opt for purchase of the equipment at the conclusion of the lease term.

10. Pet i t ioner asserts that the presence of i ts property leased to customers

in these other jurisdictions, together with the maintenance of agents as

described, ent i t les pet i t ioner to al locate i ts income within and without New

York on the basis of a business al locat ion percentage. Pet i t ioner notes that

l t  f i les tax returns in several  of  the other jur isdict ions in which i t  leases

equipment.

11. Pet i t ioner conceded at the hearing that a port ion of the current

l iab i l i t ies  repor ted  on  i t s  Forms CT-3 ,  spec i f i ca l l y  ln  the  amounts  o f  $719,650.00

for  f i - sca l  year  1976 and $515,783.00  fo r  f i sca l  year  L977,  were  proper ly

di-sallowed by the Audit Division inasmuch as such amounts were based on notes
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payable by petit ioner having an original maturity date of later than one year

af ter  such obl igat ions were incurred.

CONCLUSIONS OF LAW

A. That  none of  the in terest  expense c la imed by pet i t ioner  on l ts  f ranchise

tax repor ts  dur ing the f iscal  years at  issue was paid on lndebtedness owed to

i ts  parent  and sole stockholder ,  and thus the Audi t  Div is lon inproper ly  d isa l lowed

pe t i t i one r r s  deduc t i ons  f o r  sa id  i . n te res t  expense .

B.  That  pet i t i -oner  has conceded and does not  contest  the Audi t  Div is ionrs

disal lowance of  a por t ion of  current  l lab i l i t ies as deta i led in  F inding of  Fact

r t 1 1 r .

C. That equi-pment owned by petit ioner and located outside of New York by

vi r tue of  i ts  being leased for  use to customers located outs ide of  New York

does not  prov ide a suf f ic ient  basis  to ent i t le  pet i t ioner  to an a l locat ion of

i ts  lncone wi th in and wi thout  New York (Cla i r rnont  Mi l ls ,  Inc.  v .  State Tax

Commission,  11 A.D.2d 368;  Mat ter  of  Micro Computer  Corporat ion,  State Tax

Comm.,  August  16,  L977>.  Fur thermore,  the maintenance of  regis tered agents in

other  jur isd ic t l -ons to accept  serv ice of  process on pet i t ioner  ls  not  considered

the maintenance of  an of f ice const i tu t ing a regular  p lace of  business in  such

other  jur isd ic t ions.  Accordingly ,  the Audi t  Div is ion 's  d isa l lowance of  pet l -

t i .oner ts  c la imed business a l locat ion percentage was proper.

D.  That  the pet i t ion of  Industra lease Automated & Scient i f ic  Equipnent

Corp.  is  granted to the extent  ind ieated in  Conclus lon of  LaI^r  t tAt t ,  but  is  in

a l l  o ther  respects denied.  The Audi t  Div is ion is  d i rected to recompute the

not ices of  def lc iency dated November 9,  1979 Ln accordance herewi th,  and such
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not ices as recomputed, together with such interest as may be

are sustained.

lawfully owing,

DATED: Albany, New York

sEP 0 e 1983
STATE TAX COMMISSION


